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DIVISION OF AUDITING AND JI'INANCIAL ANALYSIS 
AUDITOR'S REPORT 

JUNE 11, 1991 

TO: FLORIDA PUBUC SERVICE COMMISSION AND OIB£R INTERESTED PARTIES 

We haw lpplied the procedures delcribed later in this report to prepare the ICCOIDpUl)'ing 
scbedulel of Rate Due. Net ()peratina IDcome, IDd Capital Structure for the hiJtorica1 12-month 

period ended December 31, 1997, for Mominpde Utility, IDe. Tbele ICbedulel were prepared by 
the auditor u p11t oftbe utility' a petition fbr a Staft'-Auiaed Rate Cue in Docket No. 980445-WU. 
There is no confidential informldoo UIOCilted with this audit, and there are no audit stlft' minority 
opinions. 

This is Ill iDtemll KQ)Imtina report prepared 1ft« performing a limited ecope audit. 

AccontinsiY. tlit doc:t...,lllllt DOt be nied upoll b aay purpo1e except to wilt the Commiuion 

stafF in tbe perfixmiDc:e of their dutiel. SubltantillldditionaJ work would have to be performed to 
satisfy generally accep&ed •Mfitirw DDdanltiDd produce audited flnancialstatements for public Ule. 

In our opilioo, the ICbedulel referred to lboYe. e1apt Rile Due, pracm &irty, in all material 
respects, the utilitY• boob IDd recorda DOt majntajrwl in conformity with accounting practices 
prescribed by the Florida Public Service Commiaion. Tbe expraled opinion extends only to the 
scope of work delcribed in thil report. The attached findings diJcuu all differences and other matters 

which were noted cluriDa our examinatioa. 

-1-



SUMMARY 01' SIGNIFICANT I'INDINGS 

The company did DOt follow tbe NAR.UC Uniform System of Accounts 

Original COlt records were not aYiillble requirina a COiliiUdy from the Division of Water and 

Wastewater's enaineerina leCdon. 

The ODqlGY omitted tbe accounts of CIAC and itt related amortization from its boob and 
records. 

SUMMARY 01' SIGND'ICANT PROCEDURES 

Our audit wu performed by COIIIplriDs. on a test buis, certain company KCOUDtJ and 
account MII"Cel wtKb we believe 11e significa to bue our opinion. Our examination did not entail 
a complete review~~~~ firwr--dll n..aoa. oftbe company. Our more important audit procedures 
are IWDIIWized below. The followiDa defiMion applies when Uled in this report. 

Scuaed - The documents or accounts were read quickly lookiD8 for obvious errors. 

Compled - The exbiJit IIDOIIIIII were reconciled with the pnenlledger, and accounts were scanned 
for error or incolllistency. 

CoafinMd - Evidentill matter alppOI1ing an account balance, tranllction, or other infonnation was 
obtained directly ftom an indepeodeflt third pmty. 

Verify- The item wu tested for accuracy, and IUbltantiating documentation was examined. 

RATE BASE: Coqiled the plait ldditiona ftom invoices and the c:ash general ledger. Confinned 
invoice totals fiom the plant additioo vendor. Compiled tbe utility's plant capacity charges by year. 

OPERATING INCOME: Scanned the cub pneralledger for obvious errors in the operations 
and maimenaDce IICCOUIIt Ml•nca. Rad invoices and compared to ledger entries to verify correct 

booking. Selected expcme items to veritY correct cluaification. 

CAPITAL STRUCI"URE: Verified date and iDterelt rate for loan made to utility with the bank 
doaJmem. Verified tbe vice prelideat's penoaaliMMDce to the utility fi'om the check registers and 
expeme paymem. Compiled amortizlbolliCheclulea for loans to the utility from the bank loan and 
vice president. 

OTHER: Toured utility plant to obtain undentandins of plant additions. Read purchase agreements 

for acquiJition adjultmeot iDformatioll. 



EXCEPI'IONS 

Escepdoa No. 1 

Sabjeet: Bookl ud Reeonll 

Statelaellt of'P.a: Rule 25-30.115, Florida AdminiJtrative Code, requires Florida utilities to 
maintain their boob IDd rec:ordl by the NARUC Uniform Syaem of Accounts. 

The utility IIebei documeatatioo to aapport COlts for ita water distribution system. The general 
ledger heginnina .,,..,.. for buiJdinp IDd machinery were also UDIUpported. 

The uDiity aiiO cid DOt maiNain a CIAC 1CC0U11t for trlckina the colJection ofitl book-up fees, nor 
did it maintain deprecialioa .... 

An original cost ltUdy wu requated ftom the DiviJion of Water and Wastewater• a eqineen. 

Diacuasiona with the uaility durina field work ...,.,.lir«< the utility• a benefitl of using a Uniform 
System m Acxo... Tbe ldity wu giwa the addreu to purdlue the NARUC Uniform System of 
Accounts. 

-3-



bcepdoa No. 2 

Subject: Pint Addltiou 

State•eat or Fact: Tbe utility cb11Jec1 its p1111t ldditions to both auet and expeme 1e001•nt•. 

Invoice deposits IDd final paymeiU for tbe IUDe project were booked to teparate ICCOUDb. 

RecomiHIIdatiOII: The followiDa plant additioal were compiled during the field work. 

ACCOUNT NO. NAME AMQUNT 

307 WBLLS S17,0S4 

310 GENBRADON 16,0S8 

311 PUMPINGEQ l,S48 

320 TREATMENT EQ 12..112 

TOTAL $44,779 

The Commission lbouJd make the lbcwe ldditioal to tbe utility plant-in-lei'Vice account. 



• 

Euepdoa No. 3 

Sabject: aen.~~e 0\'entated 

Sta.__t of P.a: The utility'aiCCOWitant crodited the revenue accoo;t. &om the monthly bank 
depolita. 1'bele included tat year plant ClpiCity charpa. returned check redeposits, and penor~l 
loans. 

The sales ICCOUIIt total for tbe utility, u adjulted for an eltimate of personal loans, wu Uled for 
Florida Public Service Commil'ion reportiDa and federal income tax returns. 

DESCBIPTJ()N 

SALES 

HOOK-UPS 

REDEPOSITS 

BANK LOAN 

PERSONAL LOAN 

TOTAL REVENUE 

DESCJUP]]ON 

REVENUE PER AUDIT 

REVENUE PER COMPANY 

EXCEPTION 

AMOUNT 

$75,409 

(1,200) 

(S..O) 

(IS,OOO) 

(6.00Ql 

SS2,669 

AMOUNf 

$52,669 

(7S.4Q9) 

($22,740) 



Esceptioll No. 4 

Subject: GeMral Ledpr w:.,_ OYentatecl 

StateiDeat el P.a: The utility c:barpd plant ldclitions to expente ICCOWJtl and included OM RAF 
payment for 1996 in ~ JDiN*IellflOIJI expellle ICCOWil. 

ACCOUNT EIUlOR AMOUNT 

618 PLANT ADDmON $660 

620 PLANT ADDmON S,499 

630 PLANT ADDmON 2,270 

61S 1996 RAF PAYMENT ____nQ 

TOTAL $9,179 

Tho workiDa capitallllowance before pro forma expen1e1 wu cak:ulated to 
be S4,186. . . 
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Exceptioa No. S 

Subject: Pdare te Book Plaat CapadtJ Cllarpl 

Sta-..t eiPKt: The utility did not maintain a CIAC account for trldrina the collection of itt 

plant capacity cbarpa (book-up feel). Neither the owner nor the bookkeepina cor.t-"'Ctor wu 
familiar with the requirem.-t to ICCUmulate or IIDOI1be hook-up fees per the NARUC Unifonn 
System of ACCCMmta. (See Bxcepdon No. 1.) 

During the life of the water utility, 183 book-up fees have been collected. None of them were put 

on the boob u CIAC. 

Of the 183 book-up feet. 9S were collected by the previous owner of the utility and 88 have been 
coUected duriDa the Devillen' ownenbip. 

Reeo.._dadea: The collection of book-up fees per year wu compiled by the field audit staff, 

and tbe amortiZidioD wu aiJo computed. 

CIAC 

AMORTIZATION 

BEGIN 1997 

($108,600) 

$22,373 

END 1997 

($109,800) 

S2S,I03 

AVERAGE 

($109,200) 

$23,738 

The above btiii'Cft ofCIAC and amortization should be added to the utility's rate base. 
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Escepdoa No. ' 

Subject: Uareconlecl Loq-tenl Debt 

StatealeM oiFMt: 1be vice prCIIident provided aloin to the utility with an incomplete amonization 
scbedule which wu DOt booked at year-eod. 

The utility's bank loin IIDOUIIt wu DOt ldjulted mootbly to the current year-eod blllnce . 

RecoiDIDeadatioa: The Commiaion should recognize the entire corrected debt u part of the 
utility' 1 capital structure. 

DESCIUPJlON 

LONG-TERM DEBT PER AUDIT 

LONG-TERM DEBT PER LEDGER. 

ADDmONAL DEBT 

-8-

AMOUNT 

S29,S49 

(14.616) 

$14,903 



Eiceptioll No. 7 

Subject: ltepla*-J Aa111••t Pee 

~ elll'lld: The utility did DOt Clladate IDd pay its RAF payment until April 17. 1998. The 
1996 plltill RAF payma of$750 wa booked to opentiona Uld nwint~ eq»eme Uld baa been 
removed &om that ICCOUDt 

RecMIIHIIdatioa: Blled on the reviled revenue total ofSS2.669 and unreponed water sales of 
$164. the 1997 RAF payment to be ldded to taxe1 other is u foDows. 

Amoopt 

REVENUE SS2.669.00 

ADDmON 164.00 

SUB S2.133.00 

RAFRATE .04S 

1997RAF $2.377.49 
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Eseepdoa No. 7 

Statemellt oiFact: Tbe utility did DOt c:~lculate and pay its RAF payment until April 17, 1998. The 

1997 RAP paymeat W11 DOt boobd to tbe te1t ye1r expcme. A 1996 partial RAF payment of$7SO 

was booked to opeaatioaa aad maintenance expeme and hu been removed from that account. 

RecoiUielldadoll: Baed oa the reviled n:veaue total of$52,669 and unreponed water sales of 

$164, tbe 1997 RAP payment to be added to taxes other iJ u follows. 

Amount 

REVENUE $52,669.00 

ADDmON 164.00 

SUB 52,833.00 

RAFRATE .04S 

1997RAF $2,377.49 

The company .-yment of its 1997 RAF mentioned above in the amount of $2,894.98 wu an 

overpayment of$517.49. (2,894.98- 2,377.49) 

-9-
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Dildolan No. 1 

Sabjeet: Ace~•..._ Coltlud Lud Owllenlalp 

StaU..t of'P.a: 0eorp DeYillera purcbuod MomiDpide Utility, Inc. from Wayne and 

Clarence Scboolfield wbo were the oriainal deYelopen of Morningside Acres. Mr. Devillers paid 

$100,000 tbr tbe ltOdt fltbe utility ad trlded two Iota in Kiuimmee for the utility land. The trade 
wuiDide UDder Sec:aoa 1031 of the latema1 ReYeaue Code and valued by the parties and recorded 

in Osceola County at $120,000. Section 1031 rec:opizea no pin or lou and iJ for like-kind 

ex:dw."8fl'. 

Olceola County Courtllou.IIDd recorda indirated that the two Iota owned by and trlded by George 

DeYiDen were pgcJ nned tbr $27,000 ill April1971. The trade for utility land wu made September 

14, 1988. Durilw dis period. wticb wariak lfter Dilney World opened, the land values in Osceola 

Couaty were iDcreaiDa llpidly. 

The sellers of the utility told Mr. DcMUen that the purcbue price would be oftiet by sss.soo in 

book-up fees to be collected. 

Jlecow·•d•,..: The ec,. ... ;pjoo lbould not look on the $SS,800 in book-up fees to be colJected 

u a reduction in pun:bue price. Tbe hook~&. are collections ofCIAC and should be accounted 

for accordiDaiY· 

The pun:bue price fiom the Commillioo point of view is reflected below. 

UI1LITY LAND 

PURCHASE OF STOCK 

TOTAL 

-10-

AMOUNT 
$120,000 

IOO.OOQ 

$220,000 
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Dlldolure No. 2 

Stateaaat oiJI'Mt: The ulility plid the Florida Pubic s.Mce Coull 'uioa •lpplicadon fee for tbia 
rate cue of$1,000. A1lo included in the rate cue apea1e 11e profellional feel for the utility' • 
am>untant who auilted the IUdit ltd' in obtlinina reconiiiDd informltioo. TbiJ fee coo1i1ta of 
current cbllpa of$787.50 llld fbture implemealltioD feel of$1,300 for a total accountiDg fee of 
$2,087.SO. 

Recomma~datioll: The tot11 rate cue fee for thia proceedina is listed below. 

DESCIUPTJON 

PSC APPUCATION FEE 

PROFESSIONAL FEES 

TOTAL 

AMOUNT 

$1,000 

2.018 

$3,011 

Using tbe rule bued oa the four-year IIDOI'tizltioa period for rate cue expente, the anooa1 amount 
for thit proceedina is sm. ($3,088/4) 

-11-
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Dildolare No. 3 

Subject: Pro fonaa Ezpeuea 

Statemeat of Pact: Tbe current expea1e ltrUCtUre does not include any compensation for the 
president of the utility wbo lpiDds ID awnp of22.S boun a werk doina utility bulineu. Mr. 
Devillen stated that be lbould pt at leut $20 ID hour. 

Mr. DeviJien allo owns the llad the Ulility occupies and bu exec:uted a 99-year leue with the utility 
at $300 per moath. 

The bt•sineaa of the ublity is dooe at the l"fllideDce of Mr. DeYiUen, and an oflke allowance of$100 

per month is propoled by the uaility. 

Recem~: Tbe foDowiDa pro forma expea~a are propoeed for the utility. 

ANNUAL OFFICER'S SALAR.Y - ($20/ hour at 22.S hnlwk for S2 weeks) or S 23,400 

ANNUAL LAND LEASE - ($300/mo. for 12 montbl) or $3,600 

ANNUAL OFFICE AlLOWANCE - ($100/mo. for 12 months) $1,200 

ACCOUN[ 

603 

640 

61S 

OFFICER'S SALAR.Y 

LAND LEASE 

OFFICE AlLOW. 

TOTAL 

-12-

AMOUNT 
$23,400 

3,600 

1.200 

$28,200 

EXPLANATION 

COMPENSATION 

99-YEAR LEASE 

BUSINESS OFFICE 



.. •• • 
Audit Dildolue No. • 

Subject: Tonadobi,.U 

State•ut or II'Kt: On Februlry 23, 1998, a tomldo blew throusb Mominpide Acres and 
destroyed 14 of the CUitOmerl' homes. 

This event is leu than three months after the test period for this rate proc:eoding. 

Recomme•datio•: Bued OD the biUina analylia data ac:amaalated for this IUdit, the average 
consumption of the 14 c:uaomen is 6,311 plloaa per month. 

. 
A correc:tioo oftbe biJJins analylia appean to be nocet11ry due to this known future event affecting 

7. 7 percent of the Mominpide customen. 
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EXHIBIT I 

MORNINGSIDB UIUJTY, INC. 

(a) 

DESCRIPTION 

UTn.ITY PLANT -IN-SERVICE 

LAND 

PLANT HElD FOR FUTURE USE 

CIAC 

AMORTIZATION OF CIAC 

ACCUMULA TPD DEPRECIATION 

WORKING CAPITAL (3) 

TOTAL 

DOCJCBT NO. 980445-WU 
RATE BASE 

TEST YEAR. ENDED 12-31-97 

(b) (c) (d) 

PElt AUDIT REFER 
COMPANY EXCEPTION(I) T0(2) 

10.00 144,779.50 AE 2 

0.00 0.00 

0.00 0.00 

0.00 (109,800.00) AES 

0.00 2S,I02.50 AES 

0.00 0.00 

0.00 4,186.00 AE4 

10.00 ($3S,732.00) 

REQUIRED FOOTNOTES: 

(I) NOTE 171JS EXHlBJT NCITCOMl'LErED PENDIJKi AN ORIGINAL COST SI'UDY 

(1) Aeulil otljrulllfna do rt01 btt:lwl6 tlldll ~. 

-14-

(e) 

PER 
AUDIT 

144,779.50 

0.00 

0.00 

(109,800.00) 

2S,l02.50 

0.00 

4,186.00 

(S3S,732.00) 
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EXHIBIT II 

MORNINGSIDE UTILITY, INC. 

(a) 

DBSCRIPTION 

OPERATING REVENUES 

OPERATING EXPENSES: 

Oct:M EXPENSE 

DEPRECIATION EXPENSE (3) 

DOCKET NO. 910445-WU 
NET OPERATING INCOME 

TEST YEAR ENDED 12-31-97 

(b) (c) (d) 

PBR AUDIT REFER 
COMPANY EXCEPTION (I) TOO> 

S7S,.co9.04 (S2.2,739.96) AE3 

42.669.97 (9,178.89) AE4 

12,845.00 0.00 

TAXES OlliER 1liAN INCOME 2,88S.80 2,Jn.49 AE7 

INCOME TAX EXPENSE 0.00 0.00 

OlliER UTILITY EXPENSE 0.00 0 .00 

TOTAL OPERATING EXPENSE SS8,400.77 ($6,801.40) 

NET OPERATING INCOME(LOSS) Sl7,008.27 ($15,938.56) 

REQUIRED FOO'I"'<KJTES: 

(/) s.u.JJ .,."'* .. - 10 1'011,.,.. 
(2) .AJuiU ~do 1t01ltteiwl6 t1llldll diM:Ioanv. 

(3) NO DEPRECIATION ADRJSTMENT PENDING COST SlUDY 

-IS-

(e) 

PER 
AUDIT 

SS2,669.08 

33,491.08 

12,845.00 

5,263.29 

0.00 

0.00 

--·-·-·--·--·-
$51,599.37 

$1,069.71 



EXHIBIT Ill 
MORNINGSIDE UTILITY, INC. 

~'"'KET NO. 910445-WU 
CAPITAL STRUCI1JRE U> 

TEST YEAR ENDED 12-JI-97 

(1) (b) (c) (d) (e) (f) (J) (h) 

WEIGHTED 
PER AUDIT REFER PER COST COST OF 

DESCRIPTION COMPANY EXCEPTION (l) TO AUDIT RATIO RATE CAPITAL 

COMMON EQUITY $79,423.16 $0.00 $79,423.16 n .U% 0.00% 

PREfBRRED STOCK 0.00 0.00 0.00 o.oo-~ 0.00% 

I 
LONG· TERM DEBT 14,646.00 14,903.00 AE6 29,s49.00 27.12% 0.00% \0 -I 

SHORT-TERM DEBT 0.00 0.00 0.00 0.00% 0.00% 

CUSTOMER DEPOSITS 0.00 0.00 0.00 0.00% 0.00% 

lTC 0.00 0.00 0.00 0.00% 0.00% 

TOTAL $94,069.16 $14,903.00 $108,972.16 100.00% 0.00% 

REQUIRED FOOTNOTES: 

(I) A11dit odjtut.wllll do 1t01 lnclruk aMdit dUclonlru. 

• • 



Commiuioaen: 
JUUA L. JoHNsoN, Cfwa.MAN 
J. TERRY DEAsoN 
SusAN F. CLARK 
JOE GARCIA 
E. LEON JACOBS, Jll. 

George De Villers, President 
Momingsade Utility, Inc. 
1106 Monroe Avenue 
St .. Clo~ Aorida 34769-6713 

STAT£ Of FLoRIDA 

, ' . ~ -~ ...... ,, ., ... _ 
.. '•' 

•' 
~ 0 ~ 

-~ l 0 • • 

July 2, 1998 

Re: Docket No. 98044S - WU - Morningside Utility, Inc. 
Audit Report - Staff-assisted Rate Case 
Audit Conlrol II 98-131-3-1 

Dear Mr. De Villers: 

DMAoH 01 Ru:oaos. RvoallNO 

BLANCA S. BA YO 
DlllEcTOR 
(ISO) 413-6 770 

The enclosed audit report is forwarded for your review. Any company response filed with 
this office within ten (10) work days oftbe above case will be forwarded for consideration by the 
staff analyst in the preparation of a recommendation for this case. 

'Thank you for your cooperation. 

Sincerely. 

/~f-t-4r .. 1 

KayAynn 
KF/ABF 
Enclosure 
cc: Public Counsel 

Division of Audit and Financial Analysis 

CAI'IT AL ClllCU: OWic& CDfDa • 2540 SlniMAilD OAK BouL&VAilD • T AIJAH.UIEE, FL 31399-0150 .. ~.~~, .... , ... 
h~~Mc~c ... • .,.w-....:~ ••..,....'---"=~· 




